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Editor

EDITORIAL
In a more or less informal way a ques
tion has recently arisen as to the owner
ship of an accountant’s working papers.
The opinion seems to have been expressed by a client here and
there that when the accountant had completed his labors, had
presented his report and received his fee, all the notes, compu
tations and other intermediate kinds of documents in the case
should be given to the client. Accountants, on the other hand,
have invariably maintained that the papers which were pre
liminary to the report could not be regarded as the property of
anyone except those who had prepared them. There seemed to
be no court decision upon which to base an opinion in this matter,
but it is an important question and any accountant may sooner
or later be called upon to consider a request from clients that
the working papers be relinquished. Accordingly, we have sought
an opinion from one whose standing in the legal profession lends
a great deal of weight to his views. The following response has
been received from J. Harry Covington, counsel for the American
Institute of Accountants:
“We have been considering the question of ownership of an
accountant’s working papers raised in your letter of December
22nd.
“We can find no decision on the question, but my own view and
that of various members of this firm, with whom I have discussed
it, is that the accountant undoubtedly has a right to the ownership
of his working papers.
“The accounting firm is not the employee or servant of the
person for whom the report is to be made but is engaged as an
independent contractor or as a professional person to do a specific
task, that is, to make a report on certain aspects of the financial
condition of the employer. The accounting firm is not engaged
simply to copy the records. Different accounting firms may have
different methods of copying records or making notes of them.
The accounting firm prepares its report based on its own method
of handling the case, and it is paid for the final report.
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“The sheets of paper themselves ordinarily would originally
belong to the accounting firm, or if they were supplied by the em
ployer I think they would be considered a gift for the purpose of
making the notes. It is difficult to see how the ownership of the
paper with the notes on it ever gets from the accountant to the
employer.
“It seems very similar to the file which is accumulated by a
lawyer in handling a case. This file would ordinarily contain
memoranda of statements made by the client, notes as to law
questions, and original letters from the client and carbons of let
ters to the client. While I know of no case on the subject, I do
not think it would ever be asserted that such a file belonged to the
client even after the lawyer had finally been paid in full, and I
know that we would never give such a file to a client.
“It seems to me that the accountant’s working papers are
necessary for his own protection after the report has been made.
It does not seem to me that the employer has a right to the papers
for the further reason that the accountant is not obliged to dis
close the method by which he gets to his final results. If he has a
particularly good way of working he does not have to disclose this
to other people, or even to his employer unless he specifically
agrees to do so.
“ It is true that it has been held that an architect has no right to
plans which have been paid for, but I should think they would be
similar to the accountant’s final report. I can find no cases
dealing with the question of architect’s rough notes.
“The recipient of a letter has a property right in the letter
itself, although he has not the right to publish it. In the same
way, I should think the accountant would have a right to the
paper which he has made containing the information taken from
the employer’s books, although he would not have a right to
publish that information to the world.
“All of this is rather unsatisfactory in the absence of decided
cases. Still, I have no doubt that the accountant is entitled to
his working papers in the absence of an agreement specifically
providing otherwise, and I think that a court would so hold.”

This letter seems to indicate that the only case at all analogous
to the point at issue is that of the plans prepared by an architect
for a client; but, as Judge Covington properly points out, archi
tectural plans are to the erection of a building very much what a
balance-sheet or other definitive statement of accounts would be
to a business. No one has attempted to dispute the ownership of
a financial report of a client. That is the commodity which the
client buys and it is his. What we are concerned with at present
is the ownership of papers which correspond to the rough notes
made by an architectural draftsman.
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There may be some point in the sugges
tion implicit in the last paragraph of
Judge Covington’s letter. He says,
“in the absence of an agreement specifically providing other
wise.” For those who are at all uncertain as to the ultimate
decision in a case involving the ownership of working papers it
might seem desirable to make it plain to all clients that there
must be no misunderstanding on the subject of the working
papers which are and will always remain the property of the
accountant. To us it seems perfectly clear how the law and the
equity run in this matter, but no great harm can be done by making
assurance doubly sure. This is one of the subjects upon which it
would be helpful to have a decision by some court which would
establish a precedent, but it is not at all probable that a dispute on
the subject would be carried to the courts.

To Avoid Dispute

One of Wall Street’s favorite winter
sports this year is the declaration of
stock dividends, and the casual public
reading its morning newspapers says to itself, “Behold, how great
a fortune the shareholders of such and such a company have now
received.” For example, the Nash Motors Company has declared
a stock dividend of 900 per cent, and there are many people who
are quite firmly convinced that for every hundred dollars invested
in the Nash Company the shareholders have received a bonus of
$900. It must be remembered that in this case the present stock
is without par value and the expression “900 per cent” actually
means that each shareholder in place of one share now held will
have ten shares of no par value. On the other hand, some com
panies, such as the American Banknote Company which reduced
its $50 par value shares to $10 par value shares and issued five
shares for one, have accomplished substantially the same purpose
in another way. It will be interesting to see what appropriation
of the Nash Motors Company’s surplus will be absorbed by the
stock dividend. In other words, when placing a value upon a
division of stock ownership two points must be remembered;
there is the cutting up of a share into smaller shares having a
total value unchanged, and there is also the true stock dividend
which appropriates and capitalizes surplus. Many of the socalled dividends are merely a division of shares without affecting
the surplus, and it is in this direction that companies declaring
121
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stock dividends in recent months have been tending. The stock
dividend operation—and we now refer to the division which
does not affect the amount of surplus—is understood by the
people in the financial world and they know that changing a $5
bill into five ones does not increase the amount of money in one’s
pocket. But it is rather a pity that there is no way of increasing
the number of shares of stock without giving the great mass of the
public the impression that colossal fortunes have thus been
created out of thin air. True, the supreme court of the United
States has expressed its views clearly and has held that stock
dividends are not taxable as income — but who reads the opinions
of the supreme court or of any other court except those personally
concerned? The enormous advance in the market values of some
industrial and a few other securities during the past year has made
it almost compulsory in the interest of diversified investment to
reduce the market price of an individual share. A stock selling
at $500 is not one in which the small investor is directly inter
ested. There are several securities now listed on stock exchanges
which almost certainly will be subject to partition and we shall
hear over and over again the allegation of immense fortunes
created thereby. It seems as if it might be well to depart from
the expression “stock dividend” and use a term with the same
literal meaning but a different connotation, “stock division.”
It would lead to a better understanding all around, and the
phrase “stock dividend ” could be restricted to an operation which
was really a capitalization of surplus.
The winter of 1925-26 is an off-season in
state legislation. Only twelve legis
latures are or will be in session during
this winter and, of those, four are meeting in special session to
consider specific questions. The states whose legislatures sit in
regular session are Kentucky, Massachusetts, Mississippi, New
Jersey, New York, Rhode Island, South Carolina and Virginia.
Those in special session are Georgia, Ohio, Pennsylvania and
Washington. Last year nearly all the states permitted their
legislatures to convene and enact unnecessary laws. Perhaps
some few put really needed legislation on the statute books, but it
is quite certain that at least ninety per cent of the new laws of last
year might have been strangled at birth without making the world
a whit the poorer. Accountants feel rather keenly the perils
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of legislation. In spite of the efforts made last year by the
American Institute of Accountants and various state societies it
was impossible to avert all the danger. This year with only nine
grade crossings ahead, business men, accountants and others
should be able to get along with considerably less accident in
surance. Perhaps we shall come through the winter without
any injury to the body of accountancy.

Everyone who reads the Bulletin of the
American Institute of Accountants will
doubtless have been interested in an
article entitled, “What price audits?”, written by the chairman
of the Robert Morris Associates committee on cooperation with
public accountants. The author, Mr. Whitney, has the happy
faculty of saying things with a smile, and, although accountants
will doubtless differ from many of his opinions, there will be
general agreement with most of his conclusions. Robert Morris
Associates is the name of an organization of credit men of many of
the principal banks of the United States. These men are brought
into contact with financial statements submitted by borrowers,
and consequently they are much concerned with the work done by
accountants in the preparation of statements, more particularly
with the question of certification. The substance of Mr. Whit
ney’s argument is that bankers should learn to read accounting
reports and that accountants should present reports which can
not deceive. The final paragraph is particularly worthy of quo
tation :
The Qualities of
Audit Reports

“It is of prime importance that any faulty audit, certificate, comment,
etc., be reported to your committee so that it may be discussed impersonally
with the committee of the American Institute of Accountants who are
cooperating so splendidly with our committee. The greater our amount of
data the quicker this question of raising the audit to the position it should
hold can be attained.”

If every certificate or financial statement which does not
contain all that it is supposed to contain and if error of every
kind were brought to the attention of the leading men among
the bankers or among the accountants through their respec
tive organizations much would be done to bring about the pre
vention of error, negligence or fraud. The only way by which
reform can be accomplished is by frank and full discussion and
by education.
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It is, however, one thing to report error
in the hope of encouraging reform and
quite another thing to make large and
vague assertions of general crookedness. For example, the Am
erican Woolen and Cotton Reporter of November 12, 1925, in an
article headed “Phoney audits” draws attention to frequently
perfunctory selection of auditors to comply with the law and
points out that in many cases the persons assigned to the duty of
auditing do little more than add or subtract some figures that
are presented to them. From this the writer of the article pro
ceeds to the question of Massachusetts savings banks and again
asserts that the auditor may be engaged “to accept the book
keeping figures.” Proceeding a little further we find such a
statement as this:

Generalities Are
Not Argument

“Again, banks loaning large sums to corporations, have more or less
insisted, in recent years, that the financial statement on which the loan is
made shall be audited by a certified public accountant, for the borrowing is
made easier when such a financial statement is presented. Even here,
however, the audit is apt to be a mere addition or subtraction of figures
presented by the unsupported statement of the treasurer as to inventory
valuation, accepted without investigation.”

The writer then discusses the “Hill Mill and Hamilton disas
ters” as a proof that “perfunctory audits are common.” We are
not familiar with the detail or indeed with any of the history of
the disasters mentioned, but serious exception must be taken to
the broad generalization that perfunctory audits are common.
On the contrary they are extremely uncommon, as the records of
business and the enormous growth of accounting practice clearly
demonstrate. We do not believe that the article which we are
discussing has done any great amount of harm, but it is typical of
the thing which we are trying to describe, namely, ill-advised and
abstract accusation. The way the Robert Morris Associates and
the American Institute of Accountants are going about the busi
ness is a better and a cleaner way.

In The Journal of Accountancy for
September, 1925, we published with
commendation a translation of a code of
ethics adopted by the Institute of Certified Public Accountants of
Mexico, and at that time expressed some doubt as to the accuracy
of our translation of one idiomatic form. It is, therefore, with
124
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great pleasure that we publish the following letter from the presi
dent of the Mexican Institute:
“ In the name of the Institute of Certified Public Accountants of Mexico,
I have the pleasure of expressing to you the satisfaction with which its
members have greeted the publication in the number of September of your
Journal of Accountancy of an editorial on our code of professional
ethics.
“Not only have we been gratified by the manner in which you comment
upon it, but have also to thank you for your benevolent remarks that will
stimulate our work.
“The literal translation of the clause of responsibility in article 2, section
(a), which has been rendered in English as: ‘to be declared guilty by a
judicial verdict officially handed down of any ordinary offense,’ gives this
provision an utterly different meaning and far less importance than it
really has in the original Spanish.
“I therefore wish to explain that ‘delito del orden comúúúún’ in accordance
with our laws is any transgression subject to the provisions of the penal
code, as opposed to those transgressions which are established by special
minor laws and subject to the penalties which they institute, such as
military offenses, offenses committed in electoral matters, smuggling, etc.
“It is apparent that the perpetration of such an offense as ‘delito del
orden común’ renders impossible the stay within the Institute of the
responsible member and is of sufficient gravity to justify his expulsion or
suspension, as the case may be.
“ I hope to have made this matter clear, both to the writer of the afore
mentioned editorial and to your publication, and again thank you for your
kind attention.”

It appears, therefore, that the offenses to which the code of
ethics refers in the phrase in question might be translated by the
one word “crimes.”

While on the subject of accounting in
Mexico it may be of interest to draw
attention to a dispatch sent by the
Associated Press under date of November 14th to the effect that
Mexican bank statements must be simplified so that persons who
are not certified accountants may be able to understand them.
An order to that effect has been issued by the national banking
commission. It said that persons who deposit money in a bank
are entitled to know the bank’s condition, not to guess at it. And
yet there are people who are inclined to look down upon Mexico.

Bank Statements
in Mexico

As this magazine goes to press there
seems to be no reason to doubt that the
federal tax bill will be enacted in some
form and approved by the president before the end of February.
The action of the house seems to have been dictated almost en

Let Us Know
the Worst
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tirely by a desire to achieve something for the good of the country,
and there was a lovely lack of political trumpeting. The senate,
of course, could not let any bill become law without performing
some sort of operation on it, and at this writing it is not possible
to predict in what form the patient will be sent out of the oper
ating theatre; but the betting is all in favor of an act in general
consonance with the ideas of the administration. It will not be
a perfect law. For example, there will be many inequities in the
incidence of taxation. Relief to taxpayers with incomes of inter
mediate amount will be almost unnoticeable, while those in the
upper and lower brackets will obtain substantial relief. But
whatever the bill may be, good, bad, or Laodicean, every account
ant will hope that it will be a law before the first of March. The
great thing is to know what the taxes will be so that the whole
progress of business may not be interrupted as it has been in most
of the years of the recent past by the long protracted and utterly
incomprehensible tinkering by a dilatory congress.
For eleven days a group of men who
describe themselves as representatives
of the miners and of the operators in the
anthracite fields of Pennsylvania met, adjourned; met, adjourned;
and so on day by day, and at the end of the eleventh day took a
final adjournment sine die. Nobody seems to know what these
gentlemen accomplished. Apparently they do not know them
selves. The topic which seemed to be most before them was
whether wage disputes between employer and employed should or
should not be subject to arbitration. Meanwhile the country is
learning to burn coke and soft coal and various other kinds of heat
producing and smoke creating fuels; and the newspapers, anxious
to find some ray of light in a murky sky, claim that the anthracite
industry is killing itself and that no one will ever burn anthracite
hereafter. Of course, this is quite silly and as soon as
anthracite is available the public will rush back and burn it with
thankful hearts, if with empty pocket books. Some reduction of
demand for smokeless fuel will follow the experience of this
winter, and people who remember the inconveniences which are
involved in dealing with an utterly self seeking industry may
eschew it for good and all. But most folk have short memories.
It is a thing to make angels weep to think that in this day and
generation men supposedly sentient could not adjust a difference
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or a series of differences on what must be a comparatively unim
portant matter. No one seems to understand exactly why the
strike occurred, and it is absolutely certain that no one knows
why the strike continues. We hear reports of suffering in the coal
fields. The men have not been at work for five months, coal bins
are empty of hard coal, our clean cities are becoming black with
soot and many of the things upon which we have prided ourselves
are lost because of this absurd example of cantankerousness. One
of the noteworthy effects of the so-called conference is the quite
impartial condemnation accorded by the public to both parties.
The man in the street, in the office, in the club, is saying that the
operators and the miners are equally guilty. No one has any
sympathy with either. If the deadlock had been deliberately
planned it could not have been more apparently stupid.
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